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CHAPTER I
INTRODUCTION
For the past two decades, economists and policy makers
have been involved in a search for measures to accelerate the
real growth rates of national incomes. Economists and
politicians from all nations, rich and poor, capitalist,
socialist, and mixed have had discussions on economic
growth in and out 6f developing countries as a focusing
point. Chile, like many other developing countries in and
out of Latin America, fall in this category because Chile's
economic growth is often assessed by the degree to which
national outputs and incomes are growing.
Until 1964, Chile experienced a slow economic
growth. From 1950 - 1964, "Chile's Gross Domestic
Product rose at an average real annual growth
rate of 3.6 percent and per capita Gross Domestic Product
inched up only an average 1.6 percent per year." Even
more importantly, the overall gain was not equally distri
buted among different sectors of the economy. Most of the
gains in terms of export earnings came from tertiary
activities, commerce and government services (see Table 1).
"'"Chile After Allende: Prospects for Business in a
Changing Market (Hammarskjold Plaza, New York, 1975), p. 2.
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TABLE 1
ECONOMIC ACTIVITY BY SECTOR 1950-1964
































































































4. Adjustment of terms of Trade
Gross Domestic Products 100.0 100.0 100.0 100.0
Source: Chile After Allende; Prospects for Business
In a Changing Market (Hammarskjold Plaza,
New York} 1975), p. 3.
By 1964, "these activities accounted for just under
60 percent of Chile's Gross Domestic Product, while
agriculture, mining and industry constituted
only 10 percent, 6 percent and 19 percent
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respectively of national production." However,
the Chilean economy was still characterized by a weak agri
cultural sector from 1950 to 1964. Not only did agricul
ture's contribution to GDP actually decline, but its growth
rate lagged far behind population growth. In the decade
of the 1950rs "agriculture grew only 1.4 percent and dipped
even further to 0.4 percent from 1960 to 1964."
The mining sector also suffered ups and downs
in those same years. Accordingly, "mining represented only
about 4 percent of the labor force while mineral exports
accounted for 90 percent of total exports." A large
portion came from Chile's rich copper deposits followed by
iron ore, nitrates, and iodine. As a result of this,
"Chile did succeed in increasing copper production from
362,000 metric tons in 1950 to 620,800 metric tons in 1964."
However, copper prices fluctuated widely during these years
which affected economic growth in Chile.
While it is unrealistic to expect copper to be dis




Thomas L. Edwards, Economic Development and Reform
in Chile (Michigan State University, 1972), p. 3.
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as nitrates, iodine, and iron ore are increasing in import
ance to the overall economy of Chile. In short, the mining
sector of Chile is determined to cash in on the continued
growth in.world demand for scarce mineral resources. This
means that the quantity of Chile's many industrial minerals
is important for balanced development of its economy in
the long run.
In addition to being one of the world's leading ex
porter of natural resources, Chile also exports several
chemical materials such as sodium sulfate and magnesium,
metallic minerals, maganese, mercury, lead and zinc, phos
phate, clays, borax, quartz and lime. Table 2 shows
various mineral productions that could bring about industri
al development to the Chilean economy. According to Table
2, quantity production of metallic minerals including maga
nese, mercury, lead and iron ore are on the rise, based on their
production figures and investment made in the mining
sector. This means, as long as the Chilean government
encourages investment and production of various minerals,
the Chilean economy could be able to realize additional
growth in its economy. Table 2 shows also other
mineral resources produced in Chile. After 1973,
production of these minerals were on the upswing
particularly in the gran mineria composed of
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Output from these five mines jumped almost 50 percent in the
first half of 1974.
Nitrates which once served to place Chile on the map
in the mining sector is once more on its way to recovery.
Their new popularity on the world market is likely to be of
long duration because there are no signs of shortage of
petroleum-based fertilizers. Currently, "the producer,
Sociedal Quimicay Manera expects to reach a target of
850,000 metric tons by 1983, 20 percent - plus over the
1973 figure.1 The future for iron ore and steel is also
bright in Chile's extractive industries. They were ranked
second since 1960 in both value of production and export
earnings. Like other mineral-rich countries, Chile seeks
to diversify local mining operations and create more jobs.
This Latin American country's dependence on the mining
industry, especially copper and other mineral resources
(nitrates, iron ore, etc.) has actually led to an increase
in export revenue. Foreign sales of minerals, "copper,
iron ore, nitrates, iodine and mullendium accounted for
82 percent of the country's exchange earnings in 1971."
By 1971, however, their share swung upward more than the
Michael Monteon, Chile in the Nitrate Era - The
Evolution of Economic Dependence, 1880-1930 (The University
of Wisconsin Press, 1975), p. 80.
7Markos J. Mamalakis, The Growth and Structure of the
Chilean Economy: From Independence to Allende (New Haven
and London: Yale University Press, 1976), p4. 100.
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indicated percentage. On the other hand, the exchange
earned by Chile's agricultural and industrial exports
declined during the period reflecting crisis in both
sectors. Again, "earnings from agricultural exports fell
from 3.5 percent to 2.9 percent in 1973; the corresponding
figures for industrial products were from 14.5 percent to
Q
8.4 percent in the same year."
The major challenge now facing the Chilean economy
in years ahead may be feeding itself. Agriculture, which
has always been of primary importance to the Chilean
economy, has not contributed substantially both in terms of
generating employment to a large percentage of the popula
tion and to the Gross National Product. Current projections
indicate that, "agriculture contribution to employment and
9
GNP is 5 percent and 12 percent respectively." It will
take a long time for Chile to achieve self sufficiency in
agriculture production due to lack of investment in that
sector. As a result of accelerated land reform, Chile's
agricultural sector came close to a collapse during the
1970's. For instance, production of key foodstuff was set
on a downward course with all major crops except corn
experiencing sharp shortfalls in 1973. Table 3 shows the
decline of various key foodstuff with the exception of
corn within the agriculture sector of the Chilean economy
Q
Markos J. Mamalakis, The Growth and Structure of the
Chilean Economy; From Independence to Allende (New Haven

























































































































































from the period 1970 to 1973.
According to Table 3, there was a decline of agri
cultural activities during the period 1970-1973 within
the Chilean economy. Since then, the Chilean government
has been moving fast enough to foster agricultural
recovery. Financial measures already taken include
negotiation of large financing for that sector as well as
significant expansion in local credit line to livestock
owners and farmers. As agriculture recovers, Chile's
food industries will be an exciting position for local
and foreign investors.
Such recovery in the agriculture sector will
depend highly on making a trade-off between the mining
and the agriculture sectors in terms of foreign investors
increasing their financial and technical assistance to
the agriculture sector. Even though it is not the writer'c
intention to specify where funds should be directed
within the Chilean economy, it can be recommended that
as long as more investment is being made within the
non-mining sectors, there will be an increase in
economic growth in Chile. With such recommendation, the
multinationals still have the power to decide on which
sectors they want to invest in based on their own
profit motives. For those non-mining sectors whose
benefits do not exceed their costs, they might become
negatively affected. When this happens, the need for
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Chile to seek additional foreign investment in these
non-mining sectors becomes a must. This means the
survival of the agriculture sector which is a non-mining




The discussion of this thesis begins with the
analysis of specific problems to be discussed. On
one hand, this discussion focuses on capital formation
in terms of investment and revenue increases in certain
sectors of third world countries. On the other hand, all
attempts to deal with real third world growth problems
in this study is entirely based on explicit economic and
social premises about what is desirable and what are the
priorities among desirable goals.
Chile is particularly an interesting country for such
a study as the impact of increases in mining revenue on
economic growth for a variety of reasons. Unlike many
countries in and out of Latin America, Chile has experienced
a wide range of foreign sector policies. One of such policies
includes the nationalization of Chile's copper mines in 1973
under the leadership of Salvador Allende. Another policy
takes into account the need for foreign investors in Chile's
mining sector, of which the extraction of mineral resources
is indeed a priority for these foreign investors and not
contributing to the economic development of Chile.
While increases in revenue and investment in Chile's
mining sector have been a particular subject of interest
in many studies, there has been little attention on the non-
mining sectors, and particularly the issue of mass poverty,
-12-
high unemployment and income distribution. In order to
comprehensively analyze the impact of the mining sector on
economic growth in Chile, it is necessary to look at the
non-mining sector in addition to the issues of mass poverty,
high unemployment and income inequality.
Research Objective
This thesis seeks to achieve the following objectives:
1. To investigate the impact of increases in mining
revenue on economic growth in developing countries,
using Chile as an example.
2. To analyze specific role played by foreign investors
in mining and non-mining sectors of third world countries
in general and Chile in particular.
3. Based on the Chilean experience, to draw inferences




In order to attain the stated objectives, this study
will begin with a comprehensive review of literature on the
Chilean economy and the mining sector in particular. Based
on the literature survey, the nature of the poverty and
income distribution problems will be identified considering
its analytical significance in third world nations.
The methodological procedures suggested by the
"structural-internationalists" school of thought will be
used to analyze the structural and institutional inter
relations within the Chilean economy. The use of the
structuralist theory will be meaningful in placing emphasis
needed to eradicate poverty, to provide more diversified
employment opportunities and to reduce income inequalities
in third world countries. These and other objectives are
to be achieved within a growing economy, and not only
accelerated capital formation that encourages economic growth
in third world nations. In addition to these objectives,
possible goals will be examined, knowing specifically
what ways economic analysis can shed light on these problems,
Finally, possible alternative policy approaches will be
explored, directed at the elimination of poverty and
reduction of excessively wide disparities in third world
countries' income with special emphasis on Chile.
CHAPTER II
LITERATURE REVIEW
Various authors have focused their work on the
impact of increases in mining revenue on economic growth
in developing countries. Such authors as Behrman (1976);
Mendez (1979); Allende (1975); Wolfgang F. Friedman and
Jene-Pierre Begun (1971); Hall R. Mason; R. Miller; Sale R.
Nigel (1975); Theodore Moran (1974); and Martinus Nyhoff
(1978) have focused on economic growth as a major priority
which can be realized by opening the doors to foreign
investors to enter into the extractive industries and
other related key sectors of the Chilean economy. The
mining sector and its relations to other key sectors has
been completely analyzed by these authors noting that there
is a bright future for economic growth in Chile if other
sectors could be given more investment incentives as
compared to the mining sector.
Berhman (1976) discussed the process of economic
development in relation to the mining sector of developing
countries, using Chile as an example. Such emphasis,
according to the author reflects the view that foreign
investors can play a key role in the development process
of third world countries. In view of this, the exploita
tion of dynamic comparative advantage and the transfer of
technology have been critically analyzed in this book.
Analysis of the foreign sector, which is subject to
-14-
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government influence has also had some definite limitations,
according to Behrman. This means in many cases, the
importance of restrictions in foreign sectors regime has
been disregarded. Included among these goals are not only
growth, but other factors that are related to a broader
definition of the mining sector in relation to economic
growth. These factors include external position and the
degree of national autonomy, stability in real and
nominal terms, resource allocation and structural change,
and the distribution of income and other mineral resources.
Some of these factors, according to the author, may be com
plementary and others may be competitive with the good
growth.
Mendez (1979) focused on the period 1970-1980 in Chile.
A careful reading of each page revealed a sense of
reality in economic affairs of which the author examined
the relationship between foreign investors and their presence
in developing countries. During the years which this book
addresses itself to 1970-1980, numerous obstacles were
overcome. These obstacles, according to the author,
ranged from sound reasonable doubt felt when confronted
with the magnitude of the problem, for instance, such
problems as the influence of foreign investors in key
sectors of developing countries. Although the economic
history of Chile has been written in this book as outlined,
the author still sees the need to reproduce the historical
and economic aspects of this country. This means, for many
-16-
years, Chile had chosen a certain path to develop based
on opening the door to foreign investors.
The former president, Salvador Allende of Chile
wrote a book on the country in 1975. Allende talks about
the events that affected Chile over the last several years
(1964-1973). During the Allende regime, some major policies
were undertaken that affected Chile and the world business
community. The more obvious effects that occurred under
Allende included the nationalization of the foreign-owned
copper companies as number one export earner within the
mining sector and the strangulation of foreign investors
within the Chilean economy. Such attitude as outlined by
the author resulted in these foreign investors reducing
their financial and technical assistance to Chile's mining
sector.
In their analysis on the Chilean economy, Stefan et. al.,
wrote this book based on their experiences in teaching
business and economic courses in graduate schools and
executive programs from the early 1960's. Their work
focused on the development of managerial skills in handling
the problems of foreign investors in developing countries.
Thus, according to these authors, there will always be a
need for foreign investment in the third world since
these third world countries lack both the technical know-
how and the needed capital to develop. To have a better
understanding of the points made, these authors have
divided this text into three major parts. The first part
-17-
presents the monetary, trade, and regulatory frameworks
within which business transactions take place between
foreign investors and developing countries. Such trans
actions according to these authors is usually done on fair
basis in that foreign investors provide the needed capital
and train manpower whereas the third world countries pro
vide the needed raw materials to be processed.
The second part of this book deals with the assessment
and forecasting of cultural economic aspects, and part
three is concerning the management of foreign investors in^
developing countries. Again, these authors clearly point
out that the level of literacy is very low in developing coun
tries. As such, these third world countries can not properly
manage huge investments made in their respective countries.
In a book by Friedman et. al., the underlying idea of
this study began as a research project on joint international
business venture between developing and developed countries.
According to these authors, this book contains a general
analysis of the types of problems and propsects of this
new and increasingly foreign investment in certain sectors
of developing countries. These authors do indicate that
foreign investors invest primarily into the extractive
industry of developing countries based on their priorities.
Such priorities have been mentioned in terms of profit
motives and cost benefit analysis.
-18-
In addition to this, Mason et. al., focused their
work on the usefulness to policy makers whose plan
is to examine the role of foreign investors in
the world economy, particularly in developing countries,
These authors have examined special areas for foreign
investors when investing in developing countries.
These areas include selection of entry, selection of
technology, profit analysis, financing and organization.
The most important as outlined in this text is in the
mining sector of developing countries of which high
profits can be realized.
The book by Theodore H. Moran gives an analytical
history of the formation of the mining industry,
specifically the Chilean case from World War II through
the end of the Allende regime in 1973. In this book,
there is an interaction between Chile and foreign
investors of which the Chileans characterized their
side as the struggle against dependence. However, from
the debates on mineral resources, especially copper,
this book abstracts three definite objectives that are
associated with the movement against dependency.
First, the objective of asserting Chilean sovereignty
over its own economic and political life; second, the
objective of Chile forcing foreign investors to make
-19-
more of a contribution to Chile's goals of growth
and welfare; third, the objective of freeing Chile
from having to contribute "captive production" to
corporate system that did not serve Chileans' interest.
Based on the review of each book and author mentioned,
each and everyone do emphasize that both foreign invest
ments and savings can increase economic growth in third
world countries. In fact, Professor W. W. Roston/ in addition
to these authors, do indicate that the prescriptive of
economic growth and development is simply a matter of
increasing national savings and investment. Unfortunately
again, the assumptions of Western economic theory are being
applied to the actual conditions in third world countries.
The Marshall Plan worked because the industrialized
European countries receiving aid, possessed the well in
tegrated commodity and money markets, highly developed
transport facilities, and well-trained and educated men to
convert new capital into high levels of output. The Rostow-
Harrod Domar models assume the existence of these same
attitudes and arrangements in third world countries. But
even at a more fundamental level these authors fail to
take into account that the best or more intelligent eco
nomic growth strategies can be beyond the control of these
third world countries.
-20-
One conclusion that can be drawn based on the
literature review is that one can not simply claim as
most economists did in the 1950's and 1960's that
economic growth was highly dependent on supplying
foreign capital, foreign exchange and skills to
third world countries.
Even though several authors have focused on the
mining sector in Chile, the attention or the inter
relationships between the mining sector and the non-
mining sector, and more specifically the existence of
object poverty, have escaped vigorous analysis. Such
omission could seriously slow policy implications
and hence the growth process.
CHAPTER III
THEORETICAL FRAMEWORK
Structuralist Theory of Economic Development
While economic progress is an essential component
of development, it is not the only aspect because develop
ment is not purely an economic phenomenon. In an
ultimate sense, development must encompass more than
material and financial sides of people's life. Develop
ment, therefore, "should be perceived as a multidimen-
sional process involving the reorganization and re-
orientation of the entire economic and social systems." In
addition to improvement in incomes and output, "develop
ment also involves radical changes in institutional,
social and administrative structures as well, as in
customs and beliefs."
The literature of the theory of economic develop
ment has been dominated by two major strands over the past
thirty years. The thinking of the 1950's and early 1960's .
10Michael P. Todaro, Economic Development in the
Third World (Longman, Inc., New YorK 1^77), p. 56.
nibid. , p. 57.
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focuses mainly on the concept of "stages of economic growth"
in which the process of development was viewed as a series
of successive stages through which all countries must past.
It was primarily an economic theory of development in
which savings, investments and foreign aid were all that
was necessary to enable third world nations like Chile to
proceed along an economic growth path that historically
developed nations have followed.
The neo-classical theory has been rejected and re
placed by the "structural-internationalist" school of
thought in this study because the structuralist theory is
in direct application to third world problems. The
structuralist theory as applied to this study takes into
account external and internal institutional constraints on
economic growth in developing countries. Thus, "according
to the structuralist theory emphasizes policies needed to
eradicate poverty, provide more employment opportunities
12
and reduce income inequality." These objectives are to
be achieved within the context of a growing economy like
Chile, but economic growth per se is not given such status
accorded to it by the neo-classical theory.
Unfortunately, the prescriptive of development
embodied in the neo-classical theory does not always work, not
12
Michael P. Todaro, Economic Development in the
Third World (New York: Longman, Inc.,1977), p. 60.
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because increases in mining revenue is not necessary to
accelerate economic growth in third world nations, but
rather it is not a sufficient condition. Also, this theory
cannot be applied to the situation of third world countries
like Chile because it is based mainly on the assumption of
Western economic theory for the actual condition of de
veloping countries. At a more fundamental level, the neo
classical theory fails to take into account the fact that
third world nations are a part of a complex institutional
system in the most development strategies which can some
times be nullified by external forces beyond their control.
The case of Chile under the Allende regime in the early
1970's is an example of this point. It became misleading
to claim as many economists did in the 1950's and 60's that
economic growth is simply a matter of removing obstacles and
applying various missing elements like capital, foreign
exchange, foreign investment, skills and management. All
of these became a task in which foreign sources theoretically
played a major role. It is because of numerous failures
with this economic theory of development, especially among
third world intellectuals, that a more recent approach has
emerged? an approach that attempts to combine both economic
and institutional factors into a social system model of
development.
The theory that is applicable to this thesis is the
international structuralist theory which views third
-24-
world countries like Chile as being caught up in a depen
dence and dominance relationship with rich countries. This
theory has two major streams of thought which can be used
to directly address the Chilean case.
The neo-colonial dependence is the first which is an
indirect outgrowth of Marxist thinking. It attributes the
existence and maintenance of third world underdevelopment
to the historical evolution of rich country—poor country
relationships. A forceful supporter of the international
dependence school of thought is Theotonio Dos Santos of
Latin America. Dos Santos argues that, "dominant countries
are endowed with technological, commercial, capital and
social-political predominance over dependent countries-the
form of the predominance varying according to the particu
lar historical movement and can therefore exploit them, and
extract part of the locally produced surplus." In support
of Dos Santos' analysis are the founders of the neo-marxist
school- Baran, Sweezy, and Magdoff who see this surplus
drain as a factor for the impossibility of third world
countries development. Before these founders of the neo-
marxist school found their separate discussions on surplus
drain as first outlined by Lenin, they first of all viewed
dependency as a concept popularly used in comparative analysis
of the third world countries in Asia, Africa and Latin
America. It evolved during the 1960"s and later found favor
13
Ronald H. Chilocote, Theories of Comparative Politics
(Westview Press, 1981), p. 297.
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in some writings in Africa and Asia.
The concept of dependency was first referred to by
Lenin (1967) in his elaboration of the theory of imperialism.
Lenin understood capitalist imperialism to be a manifestation
of the struggle among the colonial powers for the economies
and political dependence of the world. According to Lenin,
"dependent nations may develop as a reflection of the ex
pansion of dominant nations or underdevelop as a consequence
14
of the subjective relationship." In additional analysis
to the dependency theory, "the Brazilian social scientist,
Dos Santos (1975) reaffirmed that outside economic and po
litical influences affect local development and reinforce
ruling classes at the expense of the marginal classes."
With similar view is the Chilean economist Osvalelo Sunkel
who also elaborated on this theory by indicating that the
concept of "dependency" links the post war evolution to the
nature of the local process of development. This indeed
led to a variety of discussion which was extensively analyzed
by Fernado Henrique Cardoso (1973), Claire Savit Bacha (1971)
and Chilcote (1974). According to Cardoso's examination of
the literature of dependency, "national development estab
lished itself in Brazil and elsewhere as a response to the
prevailing belief that development would occur through the





view is held by Helio Jaguarible (1970) and the founders of
the neo-marxist school--Paul Baran and Paul Sweezy (1966),
Harry Magdoff (1969) and all other independent Marxist
thinkers.
Based on Cardoso's analysis of the dependency theory
as already outlined, Bucha as another supporter, set forth
his own conceptions. Bucha's first analysis originated from
Thomas's Vasconis' (1969) effort to distinguish development
from underdevelopment by analyzing relations between foreign
investors and host countries. This view was in direct
relationship with Dos Santos1 ideas and the "new dependency"
also known as technological industrial dependence which is
now the case with Chile and its foreign investors. In con
trast to colonial dependence based on trade export and
financial—industrial dependence, the new dependency is a
recent phenomenon based on foreign investors. These foreign
investors, after the second war invested in industries
geared to the internal markets of underdeveloped nations.
After a brief discussion of the dependency theory, it
becomes equally important to note that a significant aspect
of this theory gives a linkage between the phenomenon of
dominance and dependence that exist between developed and
developing nations. These relations are found in a wide
range of international economic affairs including foreign
aid, private foreign investment and the transfer of tech
nology, where these developing nations as a group often appear
to be at the mercy of developed nations.
-27-
However, the application of the structuralist
theory as outlined by its supporters Sweezy, Baran,
Lenin, Cardosa, etc., is in direct relationship with the
Chilean case. Such relationship is increasingly with
respect to natural resources and raw materials, especially
when dominant third world nations supplies are able to
coordinate their activities. A prime example of this is a
substantial amount of the world's raw materials and mineral
resources being located in third world nations. In many cases,
however, their control and management may still reside pri
marily with powerful foreign investors from developed
nations. For instance, Chile which is the focusing point
of this study, in addition to Zambia and Peru, supply almost
80 percent of the world's copper. In commodity exports,
Brazil, Colombia, Kenya, Ivory Coast, Uganda and El Sal
vador provide almost the entire world supply of coffee;
while Brazil and Ghana produce most of the world's cocoa.
These statistics only stress that the economies of the
world today are becoming more and more economically interde
pendent. Nevertheless, third world nations as a whole have
always been and still remain much more dependent on the
economic and political policies of dominant rich nations.
However, the application of this theory is in direct re
lationship with the dual phenomenon of Chile's mining sector's
persistent economic, technological, commercial, capital,
-28-
institutional and socio-political dependence on foreign
investors. Unlike many developing nations where dependence
on foreign investment is considered an evil, Chile's position
on foreign investment is indispensible. Through Chile' s
dependence on foreign investment, its mining sector has not
been subject to a set back or neglects. This favorable
attitude from foreign investors has resulted in an increase
in both investment and export revenue on one hand. On the
other hand, key issues as eliminating poverty, reducing
unemployment and income inequalities have not been compat
ible with economic growth within the structure of the
Chilean economy.
The second approach to economic growth based on the
structuralist theory used in this study is the false para
digm model. This theory attributes third world under-
development to faulty and inappropriate advice provided by
uniformed international experts. Such experts are usually
from developed country assistance agencies such as the
World Bank, UNESCO, and the International Monetary Fund.
This might not always be true because even those who do not.
use such approaches do not do any better in terms of policy
prescriptions. These experts, according to the structuralist
theory, offer sophisticated concepts and complex econometric
-29-
models of economic growth that lead to inappropriate
or simply incorrect policies. Moreover, in government
policy discussion much emphasis is being placed on
capital output ratios, increasing revenue and growth
rates of Gross National Product which are not the only
factors of economic growth in the third world economies.
As a result, desirable institutional and structural re
forms, many of which have been mentioned in previous
sections, are neglected. For instance, the achievement
of the objective of greater development in Chile is closely
related to the target of increased and sustained growth.
This is done under stable conditions and a state policy on
distribution guarantees that improved wealth reaches all
sectors of the country, especially those presently living
in poverty. With respect to the functional distribution of
income, the following analysis is being made of Chile. Between
1970 and 1978, unemployment has relatively increased from 6.1
percent in 1970 to 10.9 percent in 1978 (see Table 4).
-30-
TABLE 4
FISCAL EXPENDITURES OF UNEMPLOYMENT IN CHILE, 1970-1978
Year Rate of Unemployment Minimum employ- Bonus for





1976 13.7 82.67 4.30
1977 12.7 74.03 10.96
1978 10.9 45.37 13.75
Source: Total Population Planning Office/Latin America
.Demographic Center,, Projection of Chilean
Population by Sex and by Five-year Age Groups
1950-2000 (Santigo; May 1973, p. 18.
As analyzed, the application of the structuralist
theory is in direct relationship with Chile's mining sector,
persistent economic, technological, commercial and capital
formation on the dependence of foreign investment to in
crease revenue. Such dependence has dealt,to a certain
extent, with increases in capital and not dealing with
combating mass poverty, reducing high unemployment and
reducing income inequalities. With the application of
the structuralist theory to Chilean problems of economic
growth, a shift from capital increases to dealing with
poverty, unemployment and inequalities will be realized.
CHAPTER IV
ANALYSIS OF WORK
A simple and convenient way to approach the twin
problems of poverty and income inequality in this thesis
is by pulling together some recent evidence from a variety
of sources in third world nations.
The first step in determining the significance of
the income distribution and poverty problems in third
world countries is based on recent data collected
from sixteen third world nations on the percentage
shares in total national income going to different
percentile groups. This is done in Table 5.
Table 5 gives a magnitude of income inequalities
in these developing countries. For instance
it can be noticed from the last column that the
average income shares for different percentile groups
among all sixteen countries is very low. On the average
the poorest 20 percent of the population receives only
4.3 percent of the income while the highest 10 and 20
percentile groups receive 37.6 and 54.8 percent respectively.
The same explanation specifically applies to Chile which
is the principle focus of this study. From the same data
presented in Table 5, the poorest 20 percent of the Chilean
population received 4.4 percent of the income in 1968 while
the highest 10 percent and 20 percent received 34.8 per
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Table A-16, p. 80.
Trade Statistics, Annual Statistique












After taking a critical analysis of income inequality
in developing countries, the next task will now be to test
the degree of absolute poverty in a variety of third world
nations with specific focus on Chile again. "The extent
of absolute poverty can be defined by the number of people
living below a specific minimum level of income which is
17
known as an imaginary international poverty line."
According to World Bank economists, "Ahluwalia, Carter and
Chenery, almost 40 percent of the population of developing
18
countries live in absolute poverty."
Table 6 gives estimates of absolute poverty levels
in 1975 with projections to the year 2000. In order to have
a broad knowledge of developing nations, data has been col
lected on thirty-six third world countries in and out of
Latin America on projections made on absolute poverty levels.
These countries have been divided into low (less than $150
per capita income measured in 1970 U.S. dollars), medium
(between $150 and $325), and high ($325 to $1,300) per
capita income levels. The projections indicate a decline in
poverty level but not an immediate eradication of poverty.
However, this projection is entirely based on several opti
mistic assumptions regarding future trends in real economic
growth and the distribution of its benefits.
■'"Michael P. Todaro, Economic Development in the Third




ESTIMATES OF ABSOLUTE POVERTY LEVELS IN 1975 WITH PROJECTIONS TO THE YEAR 2000
FOR 36 THIRD WORLD NATIONS LOW (LESS THAN $150 PER CAPITA INCOMES)































































































































































































































































































































































































































Source: M.S. Ahluwalia et. aL, "Growth and Poverty in Developing Countries," Journal of Development Economics
6 (September 1979), Tables 1 and 2, pp. 44-52.
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Another point becomes interestingly important when
analyzing the data in Table 6. That is per capita incomes
per se do not guarantee the absence of large numbers of
absolute poverty. This is so because the share of income
accruing to the lowest percentile of a population can vary
widely from country to country. It is indeed possible for
a country with a high per capita income to have a large
percentage of its population below the international
poverty line than a country with a low per capita income.
For instance,in Table 6 Taiwan and Guatemala had approxi
mately the same level of real per capita income in 1975,
but the proportion of Guatemala1s population below the
poverty line was more than twice as large as that of
Taiwan. Similarly, and more important, Korea and Chile had
approximately the same amounts of GNP per capita in 1975,
but Chile had a lower GNP growth rate between 1960 and
1975, and even a lower projected growth rate from 1975-2000.
This also show that problems of poverty and unequal dis
tribution of income are just part of the natural economic
growth process in developing countries in general and
Chile in particular. The data and analysis suggest
that capita formation is just one of the many
solutions to economic growth. For instance, with sub
stantial increase in both investment and revenue of Chile's
mines between the period 1961-1980, this country still
experience a low GNP growth rate of 2.3 from 1960-1975
-37-
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Source: Chile After Allende: Prospects for Business in Changing Market
(New York, 1975), p. 51.
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and even a greater percentage of the population of 9 percent
being considered poor. Table 7 shows various public in
vestment projects in Chile from 1974-1976. With such
investments from both internal and external sources,
Chile still ha<3 its problems of mass poverty, high unemploy
ment and even a mal-distribution of its income.
Despite the chaotic economic situation, there have
been various plans drawn from 1974-76, according to Table 8.
More than a third requires foreign financing, but this does
not necessarily mean that foreign suppliers will put up
the funds. International and national financial agencies
are in the position to keep funds flowing into the country.
With such notion, many will predict a higher economic
growth for Chile but other factors such as income inequality
and poverty level might just prevent the Chilean economy
from growing economically as fast as expected. However,
similar analysis follows with respect to revenue received
from Chile's mining sector during the period 1961-1980.
Again with such substantial increases in revenue, Chile
like any other developing country, was experiencing its own
economic growth problems. Unemployment was on the rise,
poverty was growing faster than even expected. Table 8
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Source: 1980 Yearbook of International Trade Statistics,
Annual Statistique Du Commerce International,
p. 100.
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As can be seen in Table 8, there was an increase in earn
ings from Chile's mine, among other sectors. With such
an increase in mining revenue in addition to other export
sectors of the Chilean economy, there was still many
problems confronting the Chileans. Mass poverty, unequal
distribution of income, and high unemployment, among other
factors, prevented Chile from growing fast as expected.
CHAPTER V
CONCLUSION AND SUMMARY OF WORK
Economic growth as has been analyzed in
this study results not only from the growth in quantity and
quality of resources and improved technology, but also from
a social and political structure that is conducive to such
change. Growth demands a stable but flexible social and
political framework that is capable of accommodating and
even encouraging a rapid structural change. It also
requires a social environment capable of resolving the
inevitable interest groups and sectoral conflicts that
accompany such structural change. In short, the failure
of many developing countries like Chile to generate more
rapid rates of economic growth in spite of heavy invest
ments in human and physical resources can be traced to
their social and political institutions and the power of
certain vested interest groups.
However, based on the analysis of the international
structuralist model in this thesis little or no emphasis
is being placed on accelerating economic growth through the
elimination of poverty, unemployment and income inequality
as an index of development in third world countries.
Instead, going through a critical analysis of capital
formation in third world countries, and more specifically that
of Chile, more emphasis has been on needed structural and
-41-
-42-
institutional reforms (both domestic and international).
In extreme cases, there-is a need for third world nations
to expropriate financial and physical asserts in order to
eradicate absolute poverty, provide expanded employment
opportunities, lessen income inequalities, and raise the
general levels of living (including, health, education,
and cultural environment) for the masses of people.
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